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SACRAMENTO UPDATE

New AssemblySpeakerandNew CommitteeAssignments

Yesterday,Assembly Member FabianNuñezwas sworn-in asthe
66

th Speakerof the
Assembly, the fourth consecutiveSpeakerfrom the Los Angeles area. Assembly
Member Yee (SanFrancisco)was namedSpeakerpro Tempore.SpeakerNuñezalso
announcedchangesto Assembly committeeassignmentsas noted in Attachment I.
Among the key changesare: Assembly Member Judy Chu becoming chair of the
AppropriationsCommitteereplacingAssemblyMember Darrell Steinbergwho becomes
chair of the Budget Committee;Assembly Member Mervyn Dymally will assumethe
chair of BudgetSubcommittee#1 — Health and Human Servicesreplacing Assembly
Member Chu; Assembly Member RebeccaCohn replacesAssembly Member Dario
Frommeras chair of the Health Committee;and AssemblyMember Rudy Bermudez
replaces Assembly Member Ed Chavez as chair of the Revenue and Taxation
Committee. SpeakerNunez indicated Assembly Members Chu, Steinberg,and John
Dutra will also headan Assembly Fiscal Teamto craft the Democraticstrategyon the
budget.

Workers’ CompensationReform

This week,theSenateLabor and Industrial RelationsCommitteebeginsa seriesof five
hearings on workers’ compensation reform, with the first hearing scheduledfor
Wednesday,February 11, 2004 on the issue of medical utilization. Next week, the
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Committee will consider County-supported SBX4 3 (Poochigian) and other bills. It is
unclear if the Legislature will be able to deliver a reform package to Governor
Schwarzenegger before his stated deadline of March 1, 2004 whereby the
Administration would pursue a reform initiative for the November 2004 ballot.
Additionally, Insurance Commissioner John Garamendi is expected to announce a
reform package this week which is aimed at bridging the gap between the
Administration’s plan and legislative Democrats.

Informational Hearing on Initiative Proposals to Reform Local Government
Finance

The Senate Local Government Committee has scheduled an informational hearing on
Wednesday, February 11, 2004, from 9:30 a.m. to 12:00 noon, to discuss the Local
Taxpayers and Public Safety Protection Act (CSAC and League of Cities initiative) and
the California Home Rule Amendment (former Speaker Hertzberg’s initiative).
Attachment II contains materials prepared by committee staff.

Status of County-Interest Legislation

County-supported AB 26 (Pacheco and Leslie), which would require the Department
of Justice to provide information on the Internet regarding registered sex offenders and
appropriate an unspecified sum from the General Fund to create the website, failed to
pass its house of origin by January 31, 2004 and is now dead.

County-opposed AB 31 (Runner), which would have re-appropriated $203 million in
FY 2003-04 and distribute the funds to schools based on actual pupil attendance, failed
to pass its house of origin by January 31, 2004 and is now dead.

County-opposed AB 206 (Richman), which would have enacted the Emergency
Health Powers Act and defined the powers of both State and local health authorities
during a declared public health emergency, including conferring broad powers on the
Governor during an emergency, failed to pass the Assembly by the January 31, 2004
deadline and is now dead.

County-supported AB 261 (Maddox), which would have allowed the District Attorney
the option to charge illegal pharmaceutical dealers with either a misdemeanor or a
felony (“wobbler”), failed to pass the Assembly by the January 31, 2004 deadline and is
now dead.

County-opposed AB 435 (Matthews), which would make changes to the traffic violator
school curriculum, authorize schools to offer the curriculum on the Internet, and shift
responsibility for monitoring traffic schools from the Superior Court to the State
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Department of Motor Vehicles, failed to pass the Assembly Transportation Committee
on February 2, 2004.

County-opposed AB 834 (LaSuer), which would change State law to require police
agencies to destroy complaints and reports or findings relating to complaints against
personnel after a five year retention, failed to pass its house of origin by January 31,
2004 and is now dead.

County-supported AB 1618 (Firebaugh), which would require railroad companies in
California to develop a protocol for rapid communication with the State Office of
Emergency Services, the California Highway Patrol and designated local agencies in an
endangered area during emergency situations where there is a runaway train, passed
the Assembly Transportation Committee on February 3, 2004 by a vote of 17 toO with a
recommendation that the Assembly concur with Senate technical amendments.

We will continue to keep you informed.

DEJ:OK

MAL:JF:hg/n

c: Executive Officer, Board of Supervisors
County Counsel
Local 660
All Department Heads
Legislative Strategist
Coalition of County Unions
California Contract Cities Association
Independent Cities Association
League of California Cities
City Managers Associations
Buddy Program Participants
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ATTACHMENT I

STATE CAPItOL
RO, L3OX 942B49

sAcpAJ~~Emo,CA 04249-C048
cob) a~9-2G4~

FAX t916) 310-2140

February 9, 2004

~Bn1S~~~uSM
Ass Y~~WSrSthktSTR~CT

S

E Dotson Wilson
ChiefClerk of the Assembly
State Capitol, Room 3196
Sacramento, CA 95814

Dear Dotson:

This is to advise you that I have made the following
Subcommittees, effective today, February 9; 2004:

changes to Assembly Standing and

Aqing and Long-TermCare

I haveappointed AssemblymemberPailySerg to replaceAssemb~yrnemborLynn Daucheras the
Chairof thecommittee. AssernblymemberDandierwill remainasa memberof the committee.

A~~jture

Assemblyrnember Barbara Matthews will remain as Chair of the committee,

~aUons
I have appointed Assemblymember Judy Cmi to replace Assernblyrnthnber Darrell Steinberg as

Chair of the committee and removing Assemblymember Steinberg as a member

~js. Entertainment.Sports, Tourism ansi Interpet Media

I have appointed Assemblyrnember Ed Chavez to replace Assembiyniembsii Rebeoca Cohn as

Chair of the committee; Assemblyrnember Cohn remains as a member of the committee,
~inac

Assambiymember Patricia Wiggins Will temain aschair of the committee

e
Prtr~rod on Rt7cy clod Fbj,e,
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I have appointed ,~~ssernbiym’emberDarrell Steinberg to replace Assembi~emberJenny
Oràpeza as Chair of the committee and removing Asseniblymember Oropeza as a member,
I hays also removert Assemblyrnember Judy Chu from the Budget Committee, creating a
Der~iocratIcvacancy on the Committee,

~1 —!jaaItP 9ndjjMni~nSeiyIces

I have appointed Assernbiyrnembers Mervyn Dymaily to replace Judy Chu as Chair of the
subcommittee- -

Rudqet Subcpmmlftea #2 — Education Fjn~nce

Asseroblyrnember Joe Simitian remains as Chair of the subcommittee.

QML&6tSUb09innhittc,~#3

Assemblymember Fran Pavley remains as Chair of the subcommittee.

~s&°t Subcommittee #4 — §~pteAdmlnistratlor

I have appointed Assemblymembe? John Dutra to replace Assemblyrnernber Rudy Bermudez as
Chair of the subcommittee.

~tSubcommift~#5jntomalionTechnoioy/Transpqr~tion

As~emblymemberMariny Diaz remains as Chair of the subcommittee,

~flIons

Assemblymember Lou Correa remains as Chai~of the committee.

Assemblyrnember Jackie Goldberg remains a4chair oi the committee.

EIe~tions.Redistrtctinq and CQnstItutlgflaI Amendments

Assemblymamber John Longvflie remains as Chair of’the committee,

EnvironmentalSaletstandToxic MaterIals

Assemblymember John Laird remains as Chair of, the comrniltee

Goverpipental Organization

Aseemblyrnember Jerome Horton remains as bhair of the committee.

zoo~ zviu ~a~ota~qm1HsSV EZIE 616 916 r~aO1~91 6901/Bo/Zo
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Pagp Three

HeSith - -

- I ha~reappointed Assemblymembar Rebecca Cohn to repiape Assemblymember Dane Fromrner
as Chairof the committee; Assembiymember Frothrner remains a a member.

Ass~mbiyrnemberCaret Lb remains as Chair of the CommIttee~

HoSslna~nd bommunity Deyojopmpnt

Assembiymember Alan Lowenthal remains as Chair of the committee,

Human Services

Assemblymember Lois Wolk remains as Chair of the cothrnlttes.

insurance

Assambiymember Juan Vargas remains as Chair of the committee.

Jobs, Economic Development and The Economy

-Assemblyrnomber Mark Ridicy-Thomas remains as Chair of the committee.

Assemblynisrnber Ellen Corbett remains as Chair of the cornthitlee.

Assembiymember Paul koritz remains as Chair of the committee.

Local Government

AEseknhlymember Simon Salihas remains as Chairof the committee.

Natu~jR~soyjces

Assethbiymember Hannah-Beth Jackson remains as Chair bt the committee.

~ciaiSe~rlt

Assemblymember Gloria Negrete MeLeod remains as Chair of the committee.

Assertiblymember Mark Leno remains as Chair of the committee,

ooot~i zvia flflKaJlA’IaKaSSV - £61Z 616 916 fl’d 01:91 )oo~/8O/~O
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Revamiear~~Taxation -

I have appointed Assembiymember Rudy Bsnnudéz to replaceAssembiymember Ed Chavez as
Chair of the committee; Assernblyrnernber Chavezremains on the committee tHUng the
Democratic vacancy. -

I haye appointed AssemblymemberJennyDropezalo replace Assemblyrnember JohnDub-a as

Chair of the committee;removingAssemblymember Dutra from thecommittee.

Utlilties and Commerce - -

Assembismember Sarah Reye~remainsas dhair of the committee.

Veterans Affairs

~AssembiymePnberNicole Parra remains as Chair of the committee. -

Watbr. Parks and Wildlife

Assembiymember Joe Canciamilia remaina as CS; of the committee,

Sinqersi

FABIAN NUNEZ
Speaker of the Assembly

too~ L zvia ua~~IK1akasSV 6ZTZ 616 916 ri~ 11:91 toog/ec/zo



ATTACHMENT II

Reform by Initiative:
Comparing Proposals to Reform Local Government Finance

Preliminary Agenda

Wednesday, February 11, 2004
9:30 a.in. to 12:00 noon
State Capitol, Room 112

9:30 to 9:40 Introductions
Senator Tom Torlakson, Chair

9:40 to 9:50 Staff Briefing
Jennifer Swenson, Committee Consultant

9:50 to 10:30 Presentation and Comparison
Local TaxpayersandPublicSafetyProtectionAct
Lion. Paul Stein, President, California State Association of Counties;
Calaveras County Supervisor
Hon. John Russo, Past President, League of California Cities;
Oakland City Attorney
Hon. Bill Miller, President, California Special Districts Association;
General Manager, North of the River Municipal Water District

Calzjhrnia HomeRuleAmendment
Hon. Robert Hertzberg, Former Speaker, California State Assembly
Hon. John Campbell, Assembly Member, California State Assembly

10:30 to 11:00 Member Onestion and Answer Period

11:00 to 11:30 Association Comments and Reactions
Jean Ross, California Budget Project
Representative, California Taxpayers Association
Chris McKenzie, Executive Director, League of California Cities
Pat Leary, California State Association of Counties
Ralph Heim, California Special Districts Association

11:30 to 11:50 Public Comment

Individuals who wish to speak regarding the initiatives.

12:00 noon Hearing Adiourns
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Reform by Initiative:
Comparing Proposals to Reform Local Government Finance

Years of working groups, select committees, and blue ribbon commissions have
filled legislative shelves \vith reports, studies, and reform proposals for fixing the
state-local relationship. For all the long thoughtful hours devoted to this topic, the
Legislature has enacted very little real reform to improve this well documented
problem. Frustrated by the Legislature’s failure to act and its continual assault on
local revenues (real or perceived), some interest groups are taking reform
proposals straight to the voters. Concerned about the implications for the State
budget, as well as having conflicting reform measures on the ballot, legislators
want to know how the initiatives would work.

Senator Tom Torlakson, Chair of the Senate Local Government Committee, has
called an informational hearing to learn more about two local government
financing reform initiatives, theLocal Taxpayersand Public SafetyProtectionAct,

andthecalifornia HomeRuleAmendment,proposedfor the November 2004
statewide ballot. The Committee has invited the members of the Senate Budget
Subcommittee No. 4 to attend as well. The Committee will hold its informational
hearing on Wednesday morning, February 11, in the State Capitol.

The Committees’ Februaryhearing is an opportunity for state legislators to learn
more about the two proposed initiatives and their implications for state budget
decisions and the restructuring of local finance.

About This Paper

This background paper prepares members of the two committees and those who
are interested in the February 11 informational hearing. The Committee will hear
from the sponsors of each initiative and engage in a question and answer session.
There will be reaction to the two initiatives from some of the associations
representing affected constituencies. The Committee will also reserve time for
others to give their comments and reactions to legislators.

There are questions throughout the paper which legislators may want to ask the
witnesses at the hearing. The suggested questions appear in italics and arc
preceded with the ~ symbol.



Background

Particularly since the property tax shifts in the early i990s, local officials have
been expressing their collective irritation with the State for restricting, raiding, and
refusing to repay local revenue sources, Local officials argue (and many
legislators agree) that the State’s budgetary behavior toward local governments has
led to increasing instability and unpredictability for local budgets. The convoluted
state-local funding relationship that has evolved from the Educational Revenue
Augmentation Fund (ERAF) shifts, General Fund “loans,” offsets, and most
recently, “flips” has removed revenue streams further and further from the services
they pay for and rendered local government financing virtually impossible for the
public (or anyone) to understand.

Many have discussed the deteriorating state-local fiscal relationship for years.
There is little disagreement about the need for reform. Affected constituencies
argue about the details, but not about the need for change. The Senate Local
Government Committee’s 2001 report “Tension & Ambiguity: A Legislative
Guide to Recent Efforts to Reform California’s State-Local Fiscal Relationship,”
summarizes the reform efforts. It is available on the Committee’s website at
www.sen.ca.gov/locgov/publications.htp

The Legislature has picked away at change, but it has never fully attempted a
statewide comprehensive reform package. The more comprehensive attempts were
SB 1982 (Aipert, 2000) and its companion piece SCA 18 (Alpert, 2000), and AB
1221 (Steinberg, 2003). The Alpert package would have changed the allocation
method of the local sales tax and streamlined the mandates claim process while the
Steinberg bill would have swapped local sales tax for property tax. Both efforts
met with strong resistance from both local officials and legislators and neither
made it to the Governor’s desk.

Local governments are increasingly concerned by the lack of a legislative solution,
the continuing attempts to shift additional property taxes, the dysfunctional mandate
reimbursement process, and the uncertain future of the vehicle license fee (VLF),
including the promised backfill. As a result, the California State Association of
Counties (CSAC), the League of California Cities, and the California Special
Districts Association (CSDA) want to regain control of local revenue streams.
Although they continue to work closely with legislators, CSAC, the League, and
CSDA have filed a proposed November 2004 ballot initiative, the Local Taxpayers
andPublic SafetyProtectionAct.
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Former Assembly Speaker Robert Hertzberg has been engaged in improving local
governments’ financial well being for many years. As Speaker, he expressed
increasing concerns with a lack of stable and secure local government revenue
sources and the ensuing deterioration of California’s local quality of life. He has
described sales tax chasing, the lack of accountability of both the state and local
officials to the voters, and the resulting “blame game” as disturbing. Continuing
his efforts to realign the state-local fiscal arrangement, Mr. Hertzberg, along with
Curt Pringle, Mayor of Anaheim and former Assembly Speaker, and Assembly
Member John Campbell, has filed the California HomeRuleAmendmentfor the
November 2004 ballot.

Existing Law

The California Constitution and existing law and give the Legislature broad
authority over the property tax, the local (Bradley-Burns) sales tax, and the vehicle
license fee. While the Constitution sets the property tax rate and guarantees VLF
revenues to cities and counties, the Legislature controls the allocation of property
tax revenues and both the rate and revenue allocation method of the local sales tax
and VLF. The sales tax is allocated on a situs basis and the bulk of VLF revenues
goes to cities and counties on a per-capita basis. Counties receive additional VLF
revenues to fund the 1991 realignment program. Starting in 1998, the Legislature
has enacted a series of offsets to the 2% VLF rate, effectively reducing the rate
paid by taxpayers. In turn, the state has backfilled cities and counties’ lost
revenues.

As part of the 2003-04 Budget, and to finance a $10.7 billion deficit bond, the
Legislature enacted a temporary ½cent reduction in the local sales tax and offset
the losses to local governments with increased property taxes (AB 1766,
Committee on Budget, 2003 and AB 7X, Oropeza, 2003). The so-called “triple
flip” terminates when the bond is fully repaid. If the $15 billion bond measure
proposed by the Governor for the March 2004 ballot (Proposition 57) passes, the
terms of the triple flip will be modified. In addition, the 2003-04 Budget delays
about $1.3 billion of VLF backfill payments to cities and counties. The State is
scheduled to repay this so-called “gap loan” in August 2006.

The California Constitution requires the state to reimburse local agencies for the
costs of implementing a state mandated new program or higher level of service. It
does not specify when or how often or the precise meaning of “new program or

3



higher level of service.” Existing law requires local agencies to continue to
provide state mandated services even if the State delays payments. The 2003-04
Budget deferred over $700 million in mandate reimbursements to local agencies.
The Governor’s proposed 2004-05 Budget continues the deferral.

The Proposed Initiatives

Prelude. Both sponsors have filed several versions of their proposals with the
Attorney General. CSAC, the League, and CSDA have decided to pursue their
Version 3 of the Local TaxpayersandPublic SafetyProtectionAct, (File No.
SA2003RF0067). Mr. Hertzberg’s group is still deciding among Version 2 (File
No. 5A2004RF0006), Version 3 (File No. SA2004RF0008), Version 4 (File No.
5A2004RF0009), and Version 5 (File No. SA2004RFOOIO) of the califhrnia
HomeRuleAmendment,Version 2 is the “base version” of the proposal. Versions
3 and 4 each add a different paragraph or two to the base version, Version 5
encompasses them all. (For a detailed explanation of the variations between the
versions see Appendix I.) This paper focuses on Version 5 because it contains all
of the potential provisions. Copies of the initiatives are available on the Attorney
General’s website at www.ag.ca.govtinitiatives/activeindex.htm. They are listed
by file number.

In Brief. Both proposed initiatives seek to stabilize and provide predictability to
local revenues, Both achieve this goal by reducing or removing the State’s control
of local funding sources. The Local TaxpayersandPublicSaJCtyProtectionAct
amends the California Constitution to:

• Protectthe property tax, local sales tax, and vehicle license fee (VLF),
including the backfill, as local funds.

• Require the State to more quickly reimburse local governments for state
mandated services, or otherwise allow them to suspend the unfunded
services,

The califhrnia HomeRuleAmendmentencompassesmostof thechangesin the
Local TaxpayersandPublicSafetyProtectionAct (with someimportant
differences) but goes further by swapping state and local funding sources. The
california HomeRuleAmendmentmakesboth constitutionalandstatutory changes
to: • Protect the property tax, local sales tax, and several local taxes, as local

funds.
• Trade the VLF to the State for more property tax.
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• Make permanent the triple flip by trading ½cent of the local sales tax to
the State for more property tax,

• Requirethe State to more quickly reimburse local governments for state
mandated services, or otherwise allow them to suspend the unfunded
services.

The Details, Understanding the details of these two initiatives is a painstaking, but
important process. Either of these two initiatives would preclude the State from
taking some of its recent budgetary actions, including ERAF shifts, the triple flip,
the gap loan, and the car tax cuts. Some of these actions may be affected
retroactively. There is an additional $1.3 billion proposed ERAF shift in the
Governor’s 2004-05 Budget, reliance on the triple flip mechanism to fund the
Governor’s proposed $15 billion bond measure, and at least two pending lawsuits
challenging the Governor’s recent VLF actions. It is important for legislators to
understand how the initiatives may affect these budgetary choices.

The Local Taxpayers and Public Safety Protection Act seeks to protect local
revenue sources and improve the mandate reimbursement process. It makes two
substantial changes to the California Constitution.

Local revenue protection. The initiative adds Article X1IIE, protecting local
revenues. For this article it defines a “local government” as a city, county, a city
and county, special district, redevelopment agency, but explicitly states that it does
not include a school district, community college district, or county office of educa-
tion.
Specifically, the initiative says that any measure enacted by the Legislature that
reduces, suspends, or delays revenues to local governments from the

• property tax,
• local sales tax,
• VLF, including the backfill amount,
• VLF backfill “gap” loan,

or fails to reinstate the suspended ½cent local sales tax in the triple flip on time,
must be approved by the Legislature by the same vote required to approve a budget
bill (2/3 vote under existing law) and does not take effect until it is also approved
by a majority of voters at the next statewide election.

These provisions cover the allocation of property tax revenues, including
redevelopment property tax increment, any remittance of property tax to the State
or a state-created fund (e.g. ERAF), the property tax associated with the triple flip,
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and changing the allocation method of the local sales tax. They also apply to
reallocating property taxes among local governments unless they consent. These
provisions do not apply to a VLF (including the backfill amount) reduction if the
Legislature appropriates funds to fully offset the reduction.

Because the initiative does not apply to school districts, it does not preclude the
Legislature from shifting property tax shares from schools to other local
governments or from returning ERAF.

These revenue protection provisions are retroactive to November 1, 2003. Any
measure enacted into law after November 1, 2003 that would have required voter
approval under this initiative must be submitted to the voters at the next statewide
election. Any such measure would be suspended as of the initiative’s effective
date, pending the outcome of the election. If the measure subsequently fails at the
statewide election, the law never takes effect. If it passes, the law takes effect as of
the successful election and is not retroactive to its original effective date unless the
Legislature reimburses the affected local governments for their losses during the
suspension period.

~ Doesthis initiative achievelocal governmentfinance refhrm or simply
freezean existingflawedrevenuestructure?

~ By locking in theexistingAB 8allocationsand local salestax distribution
methodology,doesthis initiative precludetheLegislaturefrom enactinga
comprehensivestate-localfinancereformpackage?

P. if no, doesit makeit harder?

~ Theinitiative callsfhr voterapprovalat the “next statewideelection.
Dependingon the timing, that couldhe as muchasa two-year delay. Hoyt1

doesthat aftCct theStatebudgetprocess?

~ Doesthis initiative increasethe legislativevotethresholdfor a local sales
taxor VLPtax breakfronta majority voteto a 2/3 vote?

~ How doesthis initiative affecttheState’sability to conformto the
StreamlinedSalesand Use TaxAgreement(SSUTA)?

Whatmeasureshavebeenenactedinto lawsinceNovember1, 2003 that will
be retroactivelyaffectedby this initiative?
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For any suchmeasure,wouldthis initiative suspendtheentire law or
just theportionsthat require voterapproval?

~ Thetriple flip modificationsassociatedwith theGovernor’sbondproposal
on theMarch2004, ballot wereenactedinto law on December12, 2003 (AB
9 (5K,)). Thebill containsthesalestax reductionassociatedwith the triple
flip as well asthebondsaleprovisions. Theactuallanguageregarding the
salestax redu.ctionis not on theballot althoughit is only operativeif the
votersapprovethebondmeasure. IsAB 9 (5K) subjectto the retroactive
provislonsofthis initiative?

~ If yes,would theoperationoft/ic entire bill be suspendeduntil the

nextstatewideelection?

Whatif thebondshavealreadybeensold?

~ Whodecides?

State mandated local programs. The second piece of the Local Taxpayersand
PublicSafetyProtectionAct affectsreimbursementsto local governments for state
mandated services. The initiative does not narrow the definition of a “local
government” for its mandate provisions and thus applies to all local governments,
including schools.

Specifically, the initiative:
• Defines a “new program” or “higher level of service” as

• creation of a new program,
• requirement to provide new services,
• increasing the frequency or duration of required services,
• increasing the number of persons eligible for services,
• transferring complete or partial financial responsibility for a program

from the state to local government.

• Requires the state to annually provide reimbursements to local governments for
mandated services.
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• Requires the payment to occur within 180 days of either the effective date of a
statute or regulation containing a niandate or a final determination that
reimbursement is required.

• Provides that if the Legislature does not fully reimburse a local government in
the fiscal year in which it files a reimbursement claim, or in the budget act in
the next fiscal year, a local government may either:

• Continue performing the mandate and get paid later, or
• Suspend performing the mandate for all or part of the unpaid fiscal year

and continue doing so in future years until the state provides full
reimbursement.

This provision explicitly prohibits a local government from opting to suspend a
mandate that requires a local government to provide or modify any protection,
right, benefit or employment status for any local government employee or
retiree as well as any procedural or substantive right for any employee or
employee organization.

• Defines a mandate to be any statute, action, or order determined by the
Legislature, any court, or the Commission on State Mandates, to require
reimbursement under this section.

~ Theexistingdefinitionsof “new program” and “higher levelofservice” are
derivedprimarily from caselaw. How doesthis initiative changethe
current undervtanding?

I Does “increasing thenumberofpersonseligible fhr services” mean
caseloadgrowth?

~ Doesincluding “transferring completeorpartialfinancial responsibility...”

in thedefinitionofa statemandateprecludethestatefront enactinganother
“realigmnent” measure?

~ EvenUthe local governmentsagreeto it?

~ The initiative requirestheLegislatureto reinibursea local government
within six monthsofa final determinationthat themandateis reimbursable.
It alsosaysthat if a local governmentis not reimbursedduring thesame(or
next)fiscalyear in which theyfiled a claim for reimbursementthe local

8



governmentmaysuspendperfbrining the mandate. Lv it possibleor even
likely that thefinal determinationprocesscouldextent!beyondthenext
fiscal yearafier theclaim is tiled?

~ If yes,can thelocal governnzentsuspendthemandate?

~ Only likely with first timeclaims?

~ Whatdoesthesuspensionoption exemptionfbr employee/retireepmtection

cover? Collectivebargainingrights? PoliceOfficers’ Bill ofRights?

~ Thereis sometimesdisagreementwithin the Legislatureas to whethera
particular statutecreatesa reimbursablemandate.A LegislativeCounsel
mandatekey “yes” doesn’tnecessarilymeanit is reimbursable.Andthe
courtscan reviewit. How doestheLegislaturedecide?

~ Wouldtheir decisionstill be reviewableby a court or tue E’ommnission
under this initiative?

The California Home Rule Amendment seeks to protect and stabilize local
revenue sources and improve the mandate reimbursement process. It makes both
constitutional and statutory changes.

Local revenue protection. The initiative spells out provisions for protecting local
revenues by amending Article XIII, §24 of the California Constitution. It protects
revenues for cities, counties, and a city and county, but not special districts or
redevelopment agencies.

Specifically, the initiative says the Legislature may not reduce, suspend, or delay
the receipt of revenues to cities or counties from the

• property tax, or
• local sales tax,

and may not appropriate, reallocate, redistribute, reapportion, reduce, suspend or
delay revenues from locally imposed taxes including the

• business license tax,
• transient occupancy tax (hotel tax), and
• utility users tax.
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These provisions cover property tax allocations, any remittance of property tax to
the State or a state-created fund (ERAF), and changing the allocation method of
the local sales tax. They also apply to reallocating property taxes among local
governments unless they consent.

Further, the initiative prohibits the State from establishing tax exemptions from the
property tax or local (Bradley-Burns) sales tax unless it provides a continuous
appropriation to reimburse local governments for their lost revenues. (Note: this
prohibition is in Version3. It doesnotappearin Versions2 or 4,)

Because these provisions do not apply to special districts, redevelopment agencies,
or school districts, they do not preclude the Legislature from reallocating property
tax revenues from special districts, redevelopment agencies, and schools to other
local governments.

These provisions are not retroactive.

~ Specialdistrictsprovidemanyof thesameimportantlocal servicesthat
citiesand countiesprovide. Whydoesthis initiative protectcitiesarid
countiesbutnot specialdistricts?

~ Why doesn’tit protectredevelopmnentagencies?

~ Doesthis initiative stoptheLegislaturefrom enactingtax decreases?

~ Doestiusprohibit theLegislaturefrom repealingthestatutoryauthoritxfor

local taxessuchastheutility userstax?

~ Can theLegislaturecap thelocal tax rates?

~ How doesthis initiative affecttheState’sability to conformto the
StreamlinedSalesand Use TaxAgreement(SSUTA)?

~ Whydoesthis initiative prohibit theLegislaturefrom enactin.gapropertyor
salestaxexemptionwithout reimnbursinglocal governmentsfor their losses?

~ If theStatewantsto enactaparticular taxexemption,whyshouldn’t
local governmentsparticipate in a statewideeconomicpolicy
decision?
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State mandated local programs. The California HomneRuleAmendmentaffects
reimbursements to local governments for state mandated services, The initiative
does not narrow the definition of a “local government” for its mandate provisions
and thus applies to all local governments, including schools.

Specifically, the initiative:
• Explicitly defines a “new program” or “higher level of service” as

• creation of a new program,
• requirement to provide new services,
• increasing the frequency or duration of required services,
• increasing the number of persons eligible for services,
• transferring complete or partial financial responsibility for a program

from the state to local government.

• Requires the state to provide an annual reimbursement to local governments for
mandated services.

• Requires the payment to occur at the end of the fiscal year of either the effective
date of a statute or regulation containing a mandate or a final determination that
reimbursement is required.

• For mandates created on or after January 1, 2005, provides that if the
Legislature does not fully reimburse a local government in the fiscal year in
which it files a reimbursement claim, or in the budget act in the next fiscal year,
a local government may either:

• continue performing the mandate and get paid later, or
• suspend performing the mandate for all or part of the unpaid fiscal year

and may continue to do so in future years until the state provides full
reimbursement.

This provision explicitly prohibits a local government from opting to suspend a
mandate that requires a local government to provide or modify any protection,
right, benefit or employment status for any local government employee or
retiree as well as any procedural or substantive right for any employee or
employee organization.

• Defines a mandate to be any statute, action, or order determined by the
Legislature, any court, or the Commission on State Mandates, to require
reimbursement under this section.

11



• Prohibitsthe 1991 realignment program from being or becominga reimbursable
mandate.

~‘ Theexisting definitionsof “new program” and “higher level ofservice”are
derivedprimarilyfrom caselaw. How doesthis initiative changethe
currentunderstanding?

~ Does“increasing thenumberofpersonseligiblefor services”mean
caseloadgrowth?

~ Doesincluding “transferring completeorpartialfinancial responsibility...”
in thedefinition ofa statemandateprecludethestatefrom enactinganother
“realignment” measure?

P~ Even jf the local governmentsagreeto it?

The initiative requirestheLegislatureto reimbursea local governmentat
the endofthefiscal yearin which afinal determinationis madethat the
~nandateis reimbursable. It alsosaysthat ifa local governmentis not
reimbursedduring thesame(or next)fiscal yearin which theyfiled a claim
for reimbursementthe local governmentmaysuspendperforming the
mandate. Is it possibleor evenlikely that thefinal determinationprocess
couldextendbeyondthenextfiscal yearafter theclaim isfiled?

P* If yes,can thelocal governmentsuspendthemandate?

“ Only likely withfirst time claims?

a There is sometimesdisagreementwithin theLegislatureasto whethera
particularstatutecreatesa reimbursablemandate.A LegislativeCounsel
mandatekey “yes” doesn’tnecessarilymeanit is reimbursable. Andthe
courtscan reviewit. How doestheLegislaturedecide?

•: Wouldtheir decisionstill be reviewablebya courtor the Commission
under this initiative?

~+ Whydoesthis initiative prohibit realignmentfrom becominga reimbursable
mandate?
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Two taxswaps. The Caljfornia HomeRuleAmendmentrequires two tax swaps.It
alsosetsup a newfund in order to direct the swappedrevenuesto schools. It
amendsor addsseveralsectionsto the California Constitutionandmakes
confonning statutorychanges.Theseswapsarethe most technicallydifficult part
of this initiative proposal.

Swap#1: VLF for propertytax. Under the first swap,cities andcounties would
trade their VLF revenues(including the backfill) for increasedsharesof K-14
property tax beginning July 1, 2005. RealignmentVLF would be unaffected.

The initiative achievesthis by:
• Repealingthe Constitutional guaranteeof VLF revenuesto cities andcounties

(Article XL, §15)allowing thesefunds to flow to the State.

• Directing the StateController to allocateall non-realignmentVLF andbackfill
revenues(not including feeson trailer coachesandmobile homes)into the
newly createdSchoolAssistanceFund for Education (SAFE) in eachcounty on
a county-wide percapita basis. ThesefUnds arededicatedto K-l4 education.

• Reducingproperty taxespaid by citiesandcountiesto the ERAF fund. If a
county’s ERAF fund is inadequateto finance the swap,additional property
taxesare taken from the school’sbaseshare. The amountof the swap would be
basedon 2004-05VLF funds receivedcalculatedat the 2% rate.

Further, the initiative provides that
• “basic aid” schooldistricts affectedby the swapareheld harmless in the first

year but support is phasedout over the next ten years, and
• local revenuesharing agreementsareunaffectedby the swap.

Swap#2: Local salestax(1/2cent)for propertytax. Under the secondswap,cities
and countiespermanently losetheir authority to levy the½centsalestax that was
temporarily suspendedunder the triple flip. They receiveincreasedproperty taxes
in exchange.

Specifically the initiative:
• Repealscity and county authority to levy the½cent local salestax.

• Authorizes a new ½centsalestax for eachcounty officeof educationafterthe
triple flip terminates.
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• Providescities andcountieswith property taxesbasedon estimated2004-05
salestax revenues. In subsequentyears, this increasedamount is addedto cities
and countiesproperty taxbase.

• Repealsthe existingtriple flip mechanismand replacesit with a new one to
accommodatethesechanges.

A newschoolfind. As partof its overall restructuring proposal, the initiative adds
Article XIII, §36 to the Constitution to createa SchoolAssistanceFund for
Education (SAFE) in eachcounty. All non-realignmentVLF revenuesand the post
triple flip ½centsalestax revenuesin eachcounty would be depositedinto this
fund for distribution to K-l4 schools. The initiative setsup a distribution scheme
for thesepaymentsto K- 14 agencieson a per-studentbasiswithin eachcounty.

City andcountycashflow. To addressthe cash flow transition betweenthe
monthly distribution of VLF revenuesand the semi-annualreceiptof property tax
revenues,the SAFE fund loansmonthly paymentsto eachcity and county in
advanceof their property tax receipts. The loans are repaid whenproperty taxes
arecollected.

Swapsare constitutionallyprotected.The initiative guaranteesthat both swaps
will occur andthat the revenueswill be used for their intendedpurposesby adding
Article XI, Section15 to the Constitution. It alsoprovides that theseprovisions do
not restrict the Legislature from increasingproperty tax allocationsto cities and
counties.

SAFE depositsarenot statetaxesfor Proposition98purposes.The initiative
amendsArticle XVI, §8 of the California Constitution to declarethat all salestax
andVLF revenuesdepositedin the SAFEaccount are“allocated local proceedsof
taxes” and arenot consideredto be StateGeneral Fund revenues. This avoids
affecting the State’sobligation to fund education.

By locking downlocal revenuesources,doesthis initiative lock in thebest
solutionor simplyremovefunding flexibility from theLegislature?

‘+ Doesit precludetheLegislaturefrom enactinga bettersolution?
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Funds in the SAFE account are used both as loans to cities and counties and
asjiinding for schools, How dofii~ndsflowto schools anti to cities and
counties as loans at the same time?

~ Does this proposal use county ERAFflinds to increase cities’ property tax
shares?

~ Are there enough ERAF dollars in each county to support the swaps?

~ Is there data to show the impacts?

~ What is the mechanism for allocating property taxes back to cities and
counties?

~ If/tat is the interaction between ERAF and SAFE?

~ Why is ERAF not eliminated?

~ Wit)’ is support for basic aid school districts phased out?

~ Who will this affect?

~ Is there a simpler way to do this?

Other provisions. If the Governor’s Bondpasses. If the Governor’s $15 billion
bond measure passes, AB 9 (5X) becomes operativeandmakesseveralchangesto
the triple flip. Section 21 of the Califhrnia Home Rule Amendment reconfigures all
of the initiative’s relevantprovisionsto conformwith the changesmadeby AB 9
(5X) to ensurethat the effectof the initiative is substantiallyunchanged.Section
21 only becomesoperativeif thebond measurepasses.

Coi~flictingmeasures. Article II, § 10(b) states “If provisionsof 2 or more
measures approvedat the sameelectionconflict, thoseof themeasurereceiving the
highest affirmative vote shall prevail.” TheCaliforniaSupremeCourtconcluded
in Taxpayersto Limit Campaign Spendingv. FPPC (1990) 51 Cal.3d 744, “that
initiative ballot measuresaddressingthe samesubjectareto be examinedasa
wholeand,if theyoffer conflicting regulatoryschemesfor governanceof that
subject, it is the “measure”receivingthehighestaffirmativevote which prevails.
Absent an expresscontraryintentexpressedin oneor bothof the initiative
measures,no partof themeasurereceivingthe lesseraffirmative votebecomes
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operati.vc.” The Califhrnià Home Rule Amendment expressly statesthevoters
intentthat if this initiative passesandreceivesmore affirmativevotesthan a
competing measure that also passes,theprovisionsin Califbrnia Home Rule
Amendment shall prevail overconflicting provisionsor requirementsof the
competingmeasure.
~ If the Governor’s $15 billion bondpasses, are the effCcts of’this initiative

exactly the same?

z~ If not, how do theydiffCr?

~ Is the “conflict with competing measures”provision (Section 26 of the
initiative) d~fferentfrom the courts’ interpretation ofArticle If §10(b) of the
Califbrnia Constitution?

~ If yes, how?

~ What other initiatives proposed,for the November 2004 ballot potentially
conflict with this measure?

Key SimilaritiesandDifferences.
Although the Qilifornia home Rule Amendment (Hertzberg) appears to encompass
the Local Taxpayers and Public SafCty Protection Act (CSAC), there are important
differences.

Local revenueprotection. TheLocal TaxpayersandPublicSafety Protection Act
protectspropertytax, salestax, andVLF revenuesfor counties,cities, special
districts,andredevelopmentagenciesretroactiveto November1, 2003. The
C’alifornia Home Rule Amendment initiative only protects cities andcounties.
While theCSAC initiative effectively prohibits thestatefrom making further
ERAF shifts, theHertzbergproposalleavesopen thepossibility of taking
additionalproperty taxesfrom specialdistrictsandredevelopmentagencies.

CSAC allowsreductionsin or reallocationsof local revenueswith a 2/3 vote of the
Legislatureanda majority voteof the statewideelectorate.UndertheHertzberg
proposal,which hasno comparableoption, theLegislaturesimply can’tdo it.

The Hertzberginitiative protectslocally leviedtaxesaswell: businesslicense,
transientoccupancy,andutility userstaxes. Theseprotectionsprecludethestate
from tapping locally levied taxesfor its own purposesor, arguably,from capping
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the rates. The CSACinitiative doesnotprovidethesesameprotectionsfor locally
levied taxes.

Statemandates.Both initiatives amendArticle XIIIB §6 of theCalifornia
Constitutionregardingstateimposedlocal mandates.Their languagelargely
overlaps. They bothrequirean annualappropriation.The Hertzberginitiative
requiresreimbursementat theendof the fiscal yearin which amandatebecomes
effectiveor is adjudicatedto requirea reimbursement.The CSACinitiative
requiresit within six months. The Hertzberginitiative only appliesto mandates
createdon or afterJanuary1, 2005, TheCSAC initiative appliesto existing
mandates.
Both initiatives addan identicaldefinition of a “new program”or “higher level of
service.” Both initiatives allow local governmentsto suspendperforminga
mandateif theStatedoesn’tpay in a timely fashion. However,the Hertzberg
initiative only allowssuspensionfor mandatescreatedon or after January1, 2005.
Both initiatives prohibit local governmentsfrom suspendingmandatesregarding
employeeor retireerights andprotections.

TheHertzbergproposalexplicitly prohibits the 1991 realignmentprogramfrom
being or becomingareimbursablemandate.

Tax swaps.The Hertzberginitiative swapscity andcountyVLF revenuesand½
centof thelocal salestax for an increasedshareof theschoolsproperty tax. It
constitutionallyprotectsthechangesandrearrangesschoolfunding accordingly.
The CSACproposaldoesnot includerevenueswaps,butconstitutionallyprotects
theexistingstructure.
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~endi1

This Appendixexplainsthedifferencesbetweenthe five versionsof the California HomeRule
Amendmentcurrently on file with the Attorney General’soffice.

Version 1 (5A2003RF0068)hasbeenpulled.

Version 2 (SA2004RF0006)is the ~‘baseversion”of CHRA. It containssubstantialrevisionsfrom
Version i reflecting somepolicy changesandnumeroustechnical fixes.

Version3 (SA2004RF0008)is Version2 with the additionof oneparagraphrelatingto state-created
classificationsor exemptionsFrom propertyor salestaxes.

1. Addition RegardingStateExemptionsfrom PropertyandSalesTaxes

Section5 of CIIRA

Amendmentto Section 24 of Article XIII of the Constitution:

Section 24 cc) The Legislaturemay not takeanyaction that:

(5) Establishes any ciasstjtcation or exeniptionfroni the ad vaioreni taxes on real
propertyand tangible personal property’ that are collected by counties pursuant to Section 1 pf
Article XJIIA or a sales and use tax imposed by any city, city and county, or count)’ pursuant to
the terms of the Bradley-Burns UniJbrm Sales and Use Tax (Chapter / of Part 1.5 ofDivision 2 of
the Revenue and laxation Code), which classification or exemption does not iticlude a continuons
appropriation q/ unttv that shall be transferred to city, city and county, and county got’erntnents
in an amount equal to the net loss of revenue resulting from the classification or exemption.
Nothing in this suhrlivision (c) shall prohibit the Legislaturefrom establishing any classification
or exemption or which the Legislature does include a continuous appropriation otfiind~cas
specified iii this pat-ag raph.

Version 4 (SA2004RF0009)is Version2 with the additionof somelanguagerelatingto excess
ERAF/excessSAFE counties,aclarification regardingredevelopment,anda technicalamendment.

1, TechnicalAmendment

Section4 of CFIRA

Addition of Section 16 to Article Xl of the Constitution

Section 16. (e) For the 2006-07afid—2007—O8-.fiscalyears,eachcity, city andcounty,and
countyshallreceivepropertytax revenuesin the amountsnotless than thosespecifiedin other
applicableprovisionsof theCalifornia Home RuleAmendmentandother laws implementingthe
Provisionsof the CaliforniaHomeRuleAmendment.

2. AmendmentsregardingExcessSAFE/ERAFCounties

Section6 of CHRA

Addition of Section 36 to Article XIII of Constitution.
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Appendix 1 continued

Section36. (a) (I) A countySchoolAssistanceFund for Educationis
herebycreatedin eachcounty.

(2) Thecounty auditor shall allocatemoneysin the fund accordingto
this section.

(3) Moneys in the fund mayonly be allocatedandappropriated for the
purposesspecifiedin this section.

(4) Thecountyauditorshallcalculateandallocatemoneysfor the
county’sSchoolAssistanceFundfor Educationandthe EducationalRevenue
AugmentationFuniL andshall determinetheorderin which thesecalculations
andallocationsaremade. Any excessmoneysremainingafterthesecalculations
andallocationswill bereturnedto eachcity, city andcounty, county, andspecial
district in proportion to their contribution to thesaidfunds. The intentof
requiring eachcountyauditor to determinetheorder in which thesecalculations
andallocations are madeis to ensurethat all cities, city andcounties,counties,
andspecialdistrictsthat werepreviouslyreceivingfunds pursuant to Section
97.2, subdivision(dX4XBXi)andSection97.3, subdivision(dX4XBXi) arenot
adverselyimpactedby theestablishmentofthe county’sSchoolAssistanceFund
for Education. Thisparagraphshallalsoapplyto anycity, cityandcounty,
county, orspecialdistrict that; after the effectivedateofthis section,becomes
eligibleto receivefunds pursuant to Section97.2, subdivision(dX4)(B)(i) and
Section97.3, subdivision(dX4)(B)(i).

INo changesto (b) and (c))

(d) (1) (A) On August 20 ofthe 2005-06fiscal year,and on the 20th
day ofeachsixth month thereafter, thecounty auditor shall allocateall moneys
from the county’s SchoolAssistanceFund for Education to schooldistricts and
county officesofeducation on a per-student basis as setforth in thissection. Any
funds remaining after allocationofa per-studentbasisassetforth in this
subdivisionshall beallocatedamongthe cities,cityandcounties,counties,and
specialdistrictsin proportion to their contributionto the county’sSchool
AssistanceFundfor Education.

3. AmendmentsRegarding RedevelopmentAgencies

Section12 ofCHRA

Addition ofSection97.68to the RevenueandTaxation Code

97.68(e)Nothing in this sectionshall do anyofthe following:

(I) Requireanincreasedad valorempropertytaxrevenueallocation to a community
redevelopmentagency. Nor shall anything in thissectionresult in a communityredevelopment
agencybeingallocated~for projectareasexistingasofthe effectivedateofthis section,an
amountofta.x incrementrevenuein excessoftheamountthat otherwisewould havebeen
allocatedabsenttheenactmentofthis section.
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xlcontinued

& Con.formingAmendments

Section 21 of CHRA

Amendmentsto Section21 mirroring amendments[ and 2 above

Version 5 (SA2004RFOOIO)is Version2 with the combinedchangesof Versions3 and4.

Source: EdwardTakashima.Director of SpecialProjects,LA Tornorrow
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